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INVESTIGATION OF WELFARE AND PENSION FUNDS 


In June and November 1953 special subcommittees of the Com- 
mittee on Education and Labor held public hearings in Kansas City, 
Mo., and in the Detroit, Mich., area. These hearings, particularly 
the November session at Detroit,’ disclosed the need for a complete 
examination of the manner in which employee health, welfare, and 
pension programs are being handled. After the November hearing 
the special subcommittee recommended—* 
that a thorough study of so-called welfare and pension funds, and all their 
ramifications, be undertaken at an early date. This study should be aimed at 
appropriate legislation to preserve these funds for the use of their true beneficiaries, 
who are the individual employees and their families. 

In his legislative recommendations on labor-management relations 

on January 11, 1954,’ the President of the United States also recognized 
the need for such a survey. Stating that the standards in existing law 
are ‘“* * * not adequate to protect and conserve these funds * * *” 
the President recommended that— 
* * * Congress initiate a thorough study of welfare and pension funds covered 
by collective bargaining agreements, with a view of enacting such legislation as 
will protect and conserve these funds for the millions of working men and women 
who are the beneficiaries * * *, 

Then, on February 17, 1954, the Committee on Education and Labor 
authorized the appointment of a subcommittee to ““* * * conduct a 
thorough study and investigation of welfare and pension funds * * *.”’ 
Shortly thereafter a nine-member subcommittee was appointed to 
carry out this function. This subcommittee has continued its opera- 
tions through the date of filing this interim report. Included in its 
activities were the examination of data relating to the rapid growth 
of employee benefit plans in recent years, with special emphasis on 
the insurance aspects of health and welfare funds.* A number of 
field investigations have been conducted, and others are now in 
progress. The subcommittee also held public hearings at Los Angeles, 
Calif.,° and Washington, D. C.* 

The assigned task is far from completion. Because of the scope 
and complexity of the subject matter involved, it has been impossible, 
in the time available, to assemble adequate data on which legislative 





1 Hearings, Investigation of Welfare Funds and Racketeering, Detroit, Mich., November 23-27, 1953, 
Committee on Education and Labor. It should be noted that these hearings were held jointly with a special 
subcommittee of the House Committee on Government Operations. 

2 P. 13, report of a special subcommittee to the Committee on Education and Labor, 1954, entitled 
“Investigation of Welfare Funds and Racketeering.” 

3 Message from the President of the United States transmitting legislative recommendations affecting 
labor-management relations, H. Doc. 291, p. 4, 83d Cong., 2d sess. 

4 See appendix to this report for summary of information obtained from insurance companies which 
submitted statisticel data to the subcommittee 

§ Subcommittee hearings, pt, 1, September 22-25, 1954, Investigation of Welfare and Pension Funds. 

6 Subcommittee hearings, pt. 2, November 20-December 1, 1954, Investigation of Welfare and Pension 
Funds, 
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recommendations can now be based. Only a 


small segment of the 
W 


elfare and pension field has been explored, and much work remains 
to be done There is, therefore, included in this report the recom- 
mendationt tha the Education and Labor Committee continue this 


important study in the 84th ¢ ongress W ith a view to legi lative action. 





ANALYSIS OF THE INFORMATION OBTAINED 


SIZE AND ScoPE OF PLANS 


Employee welfare and pension plans are not new. Many such pro- 
grams have been in operation throughout American industry for 
decades. Some ae from collective bargaining; some were uni- 
laterally established by employers; others by emp 1105 ees. 

This investigation is primarily concerne ‘1d with plans developed 
through collective bargaining. These have expanded at a spectacular 
rate in the past 10 years. This expansion is traceable to several 
factors—besides the obvious consideration that benefits should cost 
less when purchased on a group basis. Economic controls and corpo- 
rate tax rates in World War II had given them considerable momen- 
tum. Then, decisions by the National Labor Relations Board and the 
courts established that such plans are within the mandatory area of 
collective bargaining, bei ‘ing included in the terms “wages” and “con- 
ditions of e mploy ment’’ as these terms are used in the Labor-Manag 
ment Relations Act of 1947.7. Next, the administration of Korean war 
wage controls sharply accelerated their growth. 

In a 1953 report, the Chamber of Commerce of the United States 
estimated that the cost of so-called fringe benefits (which include 
welfare and pension plans) in 940 manufacturing industries amounted 
to 19.2 percent of the hourly rate; in nonmanufacturing enterprises, 
the cost was 23.4 percent of the hourly rate... In a recent survey, the 
Bureau of Labor Statistics reported ® that in 17 major labor market 
areas of the United States approximately 95 percent of all workers are 
covered by some type of welfare or pension program. However, the 
subcommittee has found no official records to indicate accurately the 
total number of welfare and pension plans now in existence, the cost of 
these plans, the actual amounts paid to employees who are entitled to 
benefits, or the moneys accumulated in the reserves and surpluses of 
the funds involved. We believe this information is necessary to a 
proper evaluation of the subject; and we recommend in this report that 
the committee take the necessary steps to obtain a more accurate guide 
to such data through the facilities of the Internal Revenue Service.’® 


STATUTORY CONTROLS 


Investigation to date leads to the belief that existing Federal and 
State laws do not adequately guard welfare and pension funds from 
abuses. For all practical purposes, statutory regulation or control 
does not exist. The Labor-Management Relations Act of 1947 
merely requires that employees and employers be equally represented 
in the administration of specified benefit funds to which employers 


7 In re Inland Steel Company, 77 NURB No. 1 (1948); affirmed 170 F. 2d 247 (1948): certiorari denied April 


25, 1949, 336 U.S. 960. 

8’ Commerce Clearing House Law Reporter, par. 50029 

§ Monthly Labor sands aia elle fs be 77, No. 11, U. 8. Labor Department 

® Under existing laws and regulations, it is necessary that a trust fund des tax-er t situs file 
tain information annually wit! the ib m il Revenue § ( 
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contribute." Federal tax statutes prescribe certain minimum stand- 
ards which must be met in order that contributions to these funds 
may gain a tax-exempt status.'* State insurance laws, as now written, 
seem to have little, if any, effect on the welfare and pension picture. 
Other State statutes, in their present form, do not reach the abuses 
which this subeommittee has found. The State of New York has 
recently authorized a periodic inspection of welfare and pension 
funds in that State.’ But as this interim report is written, there has 
been insufficient experience with that inspection requirement to war- 
rant any judgment on its effectiveness. The subcommittee suggests 
that the several States take the initiative in determining the situation 
as it exists within their boundaries, and also in enacting legislation 
where it is needed. We invite the cooperation of the Governors and 
legislatures of the States, and will welcome their suggestions concern- 
ing legislation which might be enacted by the Federal Government, 
in addition to laws enacted by States. 

The subcommittee is aware of efforts now being made by some 
employee groups, employers, and employer associations to protect 
these funds and to prevent improper uses of the moneys involved. 
These efforts have become more noticeable since this committee began 
its public inquiry into welfare and pension matters more than a year 
ago. Though somewhat belated, these private efforts are, of course, 
laudable, and the subcommittee hopes that they will be helpful in 
charting a course for legislative action. 


WELFARE AND PENSIONS—SEPARATE SUBJECTS 


The resolution authorizing this investigation specified that it 
should cover both welfare and pension plans. The subcommittee 
has undertaken both studies, but at this stage has covered the subject 
matter dealing with welfare funds more extensively than that dealing 
with pension funds. As already noted, much work remains to be 
done in both areas. 

Broadly speaking, the term ‘‘pension plans’’ can be applied to 
programs under which employees will be paid specified or determinable 
sums of money during their retirement years. The term ‘welfare’ 
or “health and welfare” is ordinarily used to indicate that employees 
(and at times their dependents) are presently covered by any or all 
of such protections as accident and sickness payments, medical and 
surgical payments, hospitalization payments, burial expense pay- 
ments, and lump-sum payments to beneficiaries in case of death. 

Methods vary in the management and financing of both welfare 
and pension programs under collective bargaining. Some are insured; 
others self-administered. Some are paid by employers; others by 
both employers and employees. In practically all cases to which 
the subcommittee has thus far directed its attention, we have found 
that (1) the employer makes the payments, and (2) such payments 
were negotiated in lieu of wages which would otherwise have been 
paid directly to each employee. 


1! See. 302 (c) (5), Public Law 101, 80th Cong., Ist sess, 
12 R. 501 (c) (9), Internal Revenue Service 
Laws of 1954, ch. 278, effective March 27, 1954 
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NotasBLeE “HEALTH AND WELFARE’? ABUSES 


Information obtained by the subcommittee indicates a wide range 
of questionable practices by union officials, employers, insurance 
companies, brokers, administrators, and trustees connected with 
health and welfare funds. 

We obviously do not imply that every person in these categories is 
guilty of some wrongdoing. Neither do we suggest that these are the 
only places where wrongdoing prevails. But, having devoted out 
major effort to date to the study of health and welfare funds, we find 
that the record points clearly to these notable abuses 


1. Em ployer lack of interest and jear to assert prerogatives, 
( ao by failure to actively assume the duties of trusteeship, 
and in SOlE6 instances abdicating responsibilities en tirely; 

Some contributions negotia ted by threats and violence; unio) 
domination of trustees’ actions by reprisals or threats of reprisal 
against indiridual employe r trustees: 

8. Irregular practice S by SOM € INSUPANCE COM Panes, including 
high operating (‘‘retention’’) charges, high commission payments, 
loose and careless handling of funds to suit the whims oO} certain 
brokers and union officials who control the placement of the insurance, 
collusive ad Ane ope nin qg oj h rds fo secure an 4m prope “competitive” 
advantage, and a te ndeney fo cha rge whatever premium price it 
possible lo collect: 

fe Trregula conduet by LNSUTANRCE brokers and consultants. 
including collusive arrangements uth INSUPANCE companies ay d 
wn ion officials io obta } busine 88 ° the charging of CLCE SSUV fees, and 
the payment of so-called commissions to union officials in connection 
unth the placement of insurance; 

5. Trustee conduct ra nging from laxity to breach of faith. including 
a refusal to accept resp sibility, and a failure to disclose personal 
dealings for profit in matters directly related to the trust funds; 

6. Squandering of assets by ‘liniaieibon of so-called self- 
administered (noninsured) funds, including payments to persons 
not eligible for be welts. ai d “on fluc nce a pay? ents to wi ion officials ° 

i Diserim ean against nonunio? ¢ m ployer S through the 
require ment that el poibila ty for benefits is anvan ably conditioned on 
he img a UNION membre 7 in qood s tar din q 


EMPLOYER ATTITUDES 


This investigation shows that employers have too often failed to 
meet their responsibilities in the establishment and management of 
health and welfare plans. Several factors contribute to this situa 
tion, including lack of interest in the whole matter, and at times a real 
fear that assertion of mranagem nt views might bring quick retaliation 
in the form of strikes or other labor difficulties 

Typifying lack of interest was the comment of an employer who" ex- 
plained that management didn’t want welfare fund responsibility, and 
who objected to the law’s joint-trusteeship requirement. He sug- 
gested that since welfare fund payments were made in lieu of wages, 





' Hearings, pt. 1, p. 94 
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the money thus became “union money,” and the union should be per- 
mitted to “* * * do what they want * * *” with the funds. The 
same witness ' also told the subcommittee that employers in his group 
agreed to joint trusteeship only under threat of a strike which would 
have shut down their whole industry. 

Other employers apparently disregarded their own views, and felt 
obliged to confirm the union’s choice of a full-time administrator for 
one welfare fund. To have done otherwise, it was testified,’® would 
have meant * strikes, trouble with the union * * possible re- 
crimination ’ In one instance an employer reported that be- 
cause of a strike and its attendant violence, he agreed to a welfare plan 
proposed by the union, to be ‘* * * administered by the union 
eS where no one would * have anything to do with it, 
except the union * * *.”’ He said union officials would not permit 
him to furnish identical benefits for his own employees, even though 
his cost would have been less, and his employees (all members of the 
union) had approved his plan." 

Some employers apparently felt it was not important to know how 
their fund was functioning, or whether their employees were being 
paid for claims They contented themselves with delivering the 
money to pay the insurance premiums.'’® Another employer group 
completely ignored the law’s directive,” failed to appoint management 
trustees, and simplv paid the full cost of the fund, leaving its adminis- 


ration entirely | mion hands.” 


(ix x 


& 


(i* 


Union ArrirupDESs 


Contributions to health and welfare funds are in many instances 
direct result of collective bargaining. An employer and a union 
in negotiating, sav, a 12-cent hourly increase, might agree to 7 cents 


an hour in extra take-home pay, with the other 5 cents an hour being 
paid directly into a jointly administered health and welfare program.* 
Thus, we find two leading claims illustrated: (1) The assertion that 
the whole cost is paid by employers; and (2) the contention that it 
should be considered a union fund because it represents workers’ 

ages. It is obvious that neither claim is fully justified. Perhaps a 
more accurate appraisal would suggest that a share in the fund belongs 
o each individual for whom a payment is made, and that the union 


nd the emplover have a joint duty to plan, invest, protect, and ad 

minister the fund carefullv for the individual’s best interest. That 
such is too often not the ease is illustrated in this investigation to 
caiate 


There has been picketing and threats ol viol nce used in an effort 
o exact payments from an employer whose workers were not eligible 
under the terms of the trust fund The same tactics have been 
used to force emplover contributions to a fund even though his own 
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employees had voted against the plan. Where an employer group 


offered one plan, a union insisted on a different plan, and the ‘‘nego- 
tiations”’ resulted in criminal conv ictions in local courts.”* 

In addition to evidence of ‘“negotiation”’ by threats, fear, and 
actual violence, some union officers have conducted themselves as if 
the welfare of workers is something to be exploited for personal gain 
This is reflected in testimony reviewed elsewhere in this report, 
dealing with unsavory financial transactions involving union officials 
brokers, insuranee companies, and administrators 


INSURANCE PRACTICES 


‘The insurance industry has no reason to be proud of the performance 

of some of the companies whose activities have come under subecom- 
mittee scrutiny. In some companies we have found a marked 
tendency to get welfare fund business at any price. 

In this quest for business, several patterns of conduct have emerged 
One company evidently felt much of its business depended on tl 
coodwill of a certain union official This union officer was not 
trustee and had no formal connection with the welfare fund which 
was insured by this company. However, testimony shows that he 
dominated all the trustees, and in fact controlled the fund. This 
was obviously an important consideration for the insurance company 
because when it drew a $16,000 refund check payable to the trustees 
it sent the check to this union official. When asked why this was 
done, a company official explained, “It just seemed like a convenient 
Wav to get it where we wanted it to be.’ 

Another company not only charged a high retention fee, but 
also sought the favor of a broker who wielded much influence among 
Important union officials. Through this broker, a welfare fund policy 
was negotiated, on which the company and the broker divided 5 
percent of the premium payments. This 37% percent, called the 

17% pereent and other 
company costs at 20 percent. This left 624% percent of the premiums 
available to pay claims oni rT the polic vy. However, this case e njoved 
a good experience rating, and the claims of emplovees fell far below 
the b2% percent. But did the company refund this une cpected 
saving to the polievholder? No, indeed It Ss} lit it with the broker, 
in what it called a “retrospective’’ commission arrangement. 

Evervthing, of course, depended on getting the business, and this 
same company and its favorite influential broker were disposed to take 
no chances on competition from other insurance carriers. When wel- 
fare fund trustees sought bids on a proposed insurance program, this 
company had an ingenious approach. It did not submit its bid to 
the trustees as other carriers had done. Instead, one of the union 
trustees took the other bids to his home in advance of the regular 
time for opening all bids. <A private meeting was “ar in this union 


retention rate, covered sales commission at 


trustee’s home, at which the broker and an official ¢ f this company 
were present. The other bids were then semanas opened and 
examined. Then, armed with the knowledge of its ‘competition’ 
2 Hearings, pt. 1, pp. 329-332 
% Hearir an, De. I, BP 267-268 

Hearings, pt. 1, pp. 212-216. 


Hearings, pt. 2’ pp. 345-347. 
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this company filed its papers.’ It was, of course, the successful 

bidder,’ and a handsome profit followed at the expense of the 

mployees for whose benefit the insurance premiums were supposedly 
] 

paid 


Brokers, AGENTS, CONSULTANTS 


Nearly all the criticism «directed at insurance companies Can be 
ipplied with equal force to a number of brokers, agents, and so-called 
e-fund consultants Wherever the subecomnuttee learned of a 


estionable practice by an insurance company, we invariably found 


broker or sales agent or a consultant near the scene. We have also 
irned_ of the close tie between certain union officials and the same 
rokers and consultants This condition 1s reflected in hich fees, the 
vavment of “commissions” to union officer elimination of real com 
etition among irance Carriers, and a resultant reduetion in the 
umount of benefits available to emplovees under health and welfare 
© itl 
(0 
~ rail ere has peen made above to actions dicating lack 
la shirking of responsibility by employer trustees. This 
ern. wi ie nota un versal habit nevertheless has occurred so often 
l ests that JOIN trust ship over welfare funds does not in fact 
as Congress ntendeqd For instance one witness > testified 
hat emplover trustees refused to aet on a proposal which would 
e meant a stant redue on n the eost ot operating thei 
i hey ( ‘ et unl he 6 union trustees could 
inal oO or Cherefore hou h ft of 6 union trustes 
12 red the proposa he refusal of th {) emplovers tO act assured 
LCCLLVE » | cl ( ( ? dissentin nion trustees 
5 Conn ( Ol bist HSclosc nstanees he mion ft stee 
i failed to () rT to tn I h ethieal standards no mally xpected 
se acting 1 fiduciary capacity For example, in one fund it 
rs ported that trustees meetinge’s were Wy irinbly attended hy the 
Ss int iti rept { ( vho w not a trustee but who 
nost ot tall ( { inion tt ti 1 OnV Indicat : 
tt Vi : ‘ chned a cae 310 On a natter at sli¢ 
) { | < } Oo ( on trustees wouk 
lwo s mations have ! l dis losed wl I Mon trustees failed to 
orm fellow trustees of financial dealings in matters directly related 
» fund qaer the trus esl Ip | 1 one such ease 2 welfare fund 
ted a ¢ url l] dollars in preferred stock of an insurance 
mmpany \ second welta fund was insured by this same insurance 
ompany. On on official had a controlling interest in the welfare 
nd which made the investment: he also served as a trustee on the 
second fund He did not inform his cotrustees of the quarter-muillion- 
vi] Investment thus denying them the chance to juage for them- 
selves whe th I hy S cdecrsions mn wsurance matters micht he mth enced 
EEE 
17, 148 
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by his separate financial interest in that insurance company. In the 
second case the union trustee was president of his union and chairmat 
of the joint board of trustees. The welfare funds were not insured in 
this situation, but were operated by an administrator who was paid 
by the trustees on a fee basis. This union trustee failed to inform 
his cotrustees that he was receiving money payments from the admin- 
istrator. In return for these payments, he was supposedly using 


‘influence’”’ to bring more welfare funds under the management of this 


administrator.*! 
ADMINISTRATORS 

Many funds, insured and noninsured, use the services of admunis- 
trators to handle thei day-to-day operations such as the collection 
and banking of emplov r’s contributions the maimtenance of necessa 
records, the investigation and pavment of claims, et Some adminis 
trators are salaried and work for one fund on a full-time basis; others 
mav work for one or several funds on a fee basis, and have ot 
business interests at the same time some act as acdminustrators 


also serve as ipsurance consultants and brokers 


Obviously, many administrators perform thei duties m a skille 
and efficient manner. However, this survey indicates a pattern of 
conduct among some administrators which ranges from mcomp 
LO questionable business practices In one case, the committee re- 


ceived testimony indicating that the administrators were handpicke 
by the union, and the emplovers either were allowed no voice or faile 
to assert any voice 1n their selection. Other testimony retiectec 
that administrators have paid benefit claims on a wholesale basis wit! 
little or no evidence to determine whether any claimants were actua 
eligible under the terms of the trust agreement In one fund, claims 
were improperly paid to employers **—who had no valid claim to 


eligibility—-and in another fund a periodic audit showed that 4 
percent of the claims wet paid to ineligible madividuals In the 
latter case the trustees fired the auditor who uncovered and re porter 
the improper payments 
The subcommittee has also examined funds where the administi 

maintained records in such a manner that it was in possible tO Make 
businesslike analysis of the operation of the funds involved.” Test 
mony also showed money payments by an administrator to 2 unio! 


officials, 1 of whom served as chairman of the board of trustees fo 
several welfare funds, the other hav ing no official connection w ith an 
funds. These payments, which were charged by the administrato 
against his cost of doing business, were admittedly made to buy 


‘Onfluence”’ of these two union officers 


DISCRIMINATION 


‘The investigation to date indicates that union membership in goo 
standing is invariably a prerequisite to eligibility for welfare-fund bei 
efits. Our study has shown few exceptions to this condition 

Hearings, pt 

? Hearings, pt 

Hearings, pt 

* Hearings, 


He 





ari 
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nany cases the insurance policies specily that all employees shall be 


eligible. But the trust agreement often defines an eligible employee 


as a union member “in good standing.’ We have found that the 
parties generally interpret such a trust provision to override the terms 
of the insurance policy The result, of course, can deny benefits to a 


nonunion employee for whom welfare contributions were made in 
of wages. We can see great compulsion to join a union and remain 
n good standing, even where a worker does not wish to do so, when 
his welfare and pension rights depend upon his union standing. Also 
important in the consideration of eligibility is the plight of the tran- 
sient employee who is often faced with requirements which make 
practically impossible for him to qualify for benefits. 


417 
eu 


CONCLUSIONS AND RECOMMENDATIONS 


This subcommittee has not obtained sufficient Information to 


justify any legislative recommendations at this time As already 


nentioned, considerable work has been done, more is in progress, bu 
much remains to be done before the subcommittee’s task is completed 

Therefore, in the light of its study to date, the subcommittee makes 
l 


the following specific recommendations: 


(7) That the Education and Labo (0? itlee CONTINUE i/ 


| 27.06 stigation in the & ith Congress wath a 10u TO egislative actio? 
/ « ‘ ‘ 
rry , 7 : : . 
\ 2) That in order to sécure more complete data o7 the hum de 
. » , , 
and nature of velfare and perso pla we . eristence, the com- 


: : . = "ee 
mattee take the necessary steps to have the Internal Reve nue Services 
EUVISE and expand the anfor artior wir } that ¢ qJeney now require 
Of trust fu ds having tar-erempt status. 


11 





APPENDIX 


(The following tables reflect data submitted by a group of insur- 
ance companies in response to a questionnaire presented by the 
subcommittee:) 


18 
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